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THE  Paris  conference  has  decided  that  Italy  must 
pay  reparations.  The  claims  filed  against  Italy  at 
the  opening  of  the  conference  were  so  large  as  to 
exceed  the  present  national  wealth  of  that  country. 
Even  though  reparations  payments  were  greatly  re¬ 
duced  during  the  course  of  the  conference,  a  fun¬ 
damental  question  remains:  What  is  Italy’s  real 
capacity  to  pay.^  This  question  must  be  examined 
in  the  light  of  the  country’s  requirements  for  re¬ 
lief  and  rehabilitation  in  the  immediate  future, 
and  the  necessity  over  the  long  run  of  increasing 
the  standard  of  living  of  its  people.* 

WAR  LOSSES,  RELIEF  AND 
REHABILITATION 

The  war  losses  suffered  by  the  Italian  economy 
proved  heavy.  Italy’s  gross  national  income,  which 
in  1938  was  estimated  to  range  between  115  to  125 
billion  lire,-  was  reduced  to  between  60  and  75 
billion  (1938)  lire  in  1944  and  even  less  in  1945. 
In  a  lengthy  memorandum  presented  by  the  Italian 
government  to  the  Paris  conference,  comment¬ 
ing  on  the  economic  and  financial  questions  con¬ 
nected  with  the  peace  treaty,  it  was  shown  that 
war  losses  affected  all  sectors  of  the  nation’s  econ¬ 
omy.  Thus  the  1945  volume  of  agricultural  pro¬ 
duction  was  nearly  a  quarter  less  than  in  1939.  The 
reduction  of  the  output  of  many  raw  materials 
ranged  from  65  to  90  per  cent  in  1945  as  compared 
with  1938.  The  real  income  derived  from  industry 
fell  by  two-thirds  from  1938  to  1945.  Turning  to 
capital  assets,  the  Italian  government  estimated,  for 
example,  that  the  country  had  lost  almost  nine- 
tenths  of  its  merchant  marine,  and  more  than  one- 

1.  For  a  discussion  of  the  Italian  reparations  pr<jblcm,  see 
pp.  203-204  of  this  report. 

2.  In  1938  the  official  rate  of  exchanjje  was  19.00  lire  to  one 
U.S.  dollar;  in  1939  it  was  19.23  lire. 


half  of  its  railway  engines  and  motor  vehicles. 
Heavy  damage  was  inflicted  on  the  overcrowded 
living  quarters  of  industrial  districts  in  the  combat 
areas;  stocks  of  raw  materials  had  been  removed  or 
used  up.  Altogether  almost  one-third  of  the  prewar 
national  capital  is  said  to  have  been  destroyed. 

The  financial  effects  of  the  war  may  be  summar¬ 
ized  by  the  following  indices,  from  1938  to  1945.* 
Retail  food  prices  in  central  and  southern  Italy  rose 
33  times,  in  northern  Italy  17  times.  The  total 
money  supply  increased  12  times  (it  was  one  tril¬ 
lion  lire  in  October  1945).  The  total  public  debt 
increased  sixfold  (it  was  850  billion  lire  in  1945). 
The  short-term  public  debt  held  by  the  Bank  of 
Italy  increased  21  times  from  1938  to  1944. 

The  major  cause  of  the  Italian  inflation  was  the 
sharp  rise  in  currency  and  demand  deposits  brought 
about  by  the  increase  in  note  issues  and  heavy 
government  borrowings  from  the  banks  to  finance 
the  rapidly  rising  deficit  of  the  later  war  years.  A 
secondary  cause  was  the  fall  of  the  real  national 
income.  The  issue  of  Allied  military  currency  was 
less  important,  except  in  the  case  of  some  of  those 
goods  and  services  which  were  purchased  in  large 
quantities  by  the  Allied  armies.  The  miracle  of 
Italian  war  finance  was  that,  dgspite  the  decrease 
in  the  lira’s  purchasing  power  by  more  than  90 
per  cent  from  1938  to  1945,  the  Italian  people  re¬ 
tained  their  confidence  in  the  currency.  Large 
hoards  of  lire  were  accumulated.  The  first  postwar 
liberation  loan  of  July  1945  was  oversubscribed 
by  66  per  cent.  A  less  important,  although  substan¬ 
tial,  factor  in  halting  inflationary  tendencies  has 
been  the  Allied  policy  of  furnishing  relief  and 
rehabilitation. 

3.  This  material  was  communicated  by  William  I).  Grampp, 
formerly  of  the  Uniterl  States  Embassy  in  Rome,  throu.ifh  cor¬ 
respondence  and  in  his  article  “The  Italian  Lira,  1938-45," 
The  Journal  of  Political  Economy,  August  1946,  pp.  309-33. 
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The  amount  of  relief  and  rehabilitation  provided 
has  been  beyond  the  point  necessary  “to  prevent 
disease  and  unrest”  and  also  beyond  that  usually 
furnished  by  conquering  armies.  Nine-tenths  of 
Italy’s  industrial  productive  capacity  was  main¬ 
tained  intact,  chiefly  due  to  the  sacrifices  of  the 
partisans  and  the  aid  they  received  from  the  Al¬ 
lies,  as  well  as  to  military  skill.  Economic  disorgan¬ 
ization  was  due  chiefly  to  the  destruction  of  trans¬ 
portation  lines  and  means  of  communication,  the 
shortage  of  tires  and  modern  trucks,  the  lack  of 
central  authority  which  resulted  in  inadequate  en¬ 
forcement  of  necessary  regulations,  the  change  of 
customary  channels  of  production  and  distrib¬ 
ution,  and  above  all,  the  lack  of  many  vital  raw 
materials.  Suffering  was  reduced  through  the  re¬ 
lief  shipments  of  UNRRA,  amounting  to  S270- 
280  million  to  July  1946.  The  United  States  con¬ 
tributions  alone  totaled  more  than  $700  million 
from  the  summer  of  1943  until  July  1946.  Impor¬ 
tant  aid  in  the  reconstruction  program  was  ren¬ 
dered  by  the  United  States  Army  and  by  the 
Allied  Military  Government  in  repairing  speedily 
roads,  bridges,  power  plants  and  railroads. 

This  does  not  mean  that  the  Allies  gave  Italy 
all  the  assistance  which  should  have  been  given 
or  that  this  assistance  was  adequate.  The  London 
Economist  of  July  27,  1946  reported  that  in  Italy 
“are  millions  of  unemployed,  and  real  wages  are 
perhaps  worth  half  their  prewar  value  ...  it  is  ob¬ 
vious  that  a  large  section  of  the  urban  working 
class  is  living  below  the  hunger  line.”  And  while 
actual  production  is  at  a  low  level  at  present,  it  is 
predicted  that  in  the  absence  of  foreign  financial 
support  it  may  fall  to  one-third  of  its  prewar  level. 
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RAISING  ITALY’S  STANDARD  OF  LIVING 

The  basic  problem  of  raising  the  standard  of 
living  of  the  Italian  farmer  and  worker  presents 
extraordinary  difficulties.  The  starting  point  is  a 
low  real  income  for  the  average  Italian  which,  be¬ 
fore  the  war,  is  said  to  have  been  only  one-fourth 
or  even  less  than  that  of  the  average  American 
(although  such  an  international  comparison  is  nec¬ 
essarily  subject  to  many  qualifications).  Italy’s  pov¬ 
erty  is  principally  due  to  the  niggardliness  of  na¬ 
ture.  The  extremely  intensive  exploitation  of  a 
rather  limited  quantity  of  land,  raw  materials,  and 
capital  resources  by  a  large  population,  growing  at 
a  fairly  rapid  rate,  results  in  a  low  productivity 
per  worker  in  many  branches  of  the  economy. 

A  program  to  raise  Italy’s  standard  of  living 
must  include  an  effort  to  increase  the  volume  of 
scarce  factors  of  production — land,  capital  equip¬ 
ment,  labor  skills  —  and  to  raise  the  degree  of 


specialization;  the  latter  requires  concentration  on 
the  output  of  those  agricultural  and  industrial 
goods  in  which  Italy  has  the  lowest  relative  cost 
of  production.  Hence  a  reduction  of  industrial 
monopolies  and  a  transfer  of  the  population  from 
agriculture  to  “economic”  industries  are  needed. 
More  general  measures  are  required  to  increase 
productivity,  reduce  prices  of  domestic  purchases, 
and  expand  both  exports  and  imports.  Many  of 
the  measures  discussed  below  must  be  severely 
limited  for  years  to  come  by  the  economic  diffi¬ 
culties  already  described.  Short-term  efforts  to 
strengthen  Italy’s  economy,  however,  would  great¬ 
ly  aid  its  long-term  reconstruction. 

AGRICULTURAL  RECONSTRUCTION 

INCREASE  OF  AGRICULTURAL  SPECIALIZATION 

From  a  long-run  point  of  view  production 
should  be  concentrated  in  those  fields  in  which 
Italian  agriculture  is  most  efficient.  In  this  way  the 
average  cost  of  agricultural  products  is  likely  to 
be  reduced  so  that  a  larger  proportion  of  output 
may  be  available  for  export,  and  thus  for  the  pur¬ 
chase  of  essential  imports.  The  immediate  need  is 
an  increase  in  the  per  capita  consumption  of  Italy’s 
traditional  foods  of  wheat  (and  spaghetti),  and 
its  supplement  of  fruits  and  vegetables.  Ultimately, 
a  gradual  reduction  of  the  Italian  wheat  tariff 
might  lead  to  higher  importation  of  cheaper  wheat 
from  foreign  producers  in  overseas  countries, 
which  in  turn  might  increase  their  purchases  from 
Italy  and  from  other  nations  that  might  be  cus¬ 
tomers  of  Italy. 

A  long-run  reduction  of  the  cosdy  domestic 
wheat  output  by  about  10  to  15  per  cent  below  the 
average  annual  1936-40  output  might  free  land  for 
the  expansion  of  protective  food  production.  By  na~ 
ture  Italy  is  well  suited  to  grow  fruit,  olives,  flow¬ 
ers,  vines  and  grapes,  raisins,  soy  beans,  and  vege¬ 
tables,  such  as  tomatoes  and  potatoes.  In  a  densely 
settled  country  protective  foods  provide  a  more  sub¬ 
stantial  living  than  cereals,  because  they  are  favored 
by  soil  and  climate,  have  a  greater  earning  capacity 
in  terms  of  cash,  especially  when  exported,  and 
also  require  relatively  more  labor.  Italians  have 
gif*at  knowledge,  skill  and  intuition  in  growing 
many  of  the  protective  foods,  but  capital  is  needed ' 
to  furnish  means  for  better  selection,  grading, 
standardization,  appearance,  packaging,  selling  and 
advertising,  and  speedier  shipping.  The  resulting 
output  improvement  and  increased  scale  of  pro¬ 
duction  may  make  possible  sales  in  markets  with 
greater  purchasing  power,  like  the  American  and 
the  British,  as  well  as  in  poorer  markets  and  in 
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the  Italian  emigrant  centers  of  the  United  States 
and  South  America. 

IMPROVEMENT  IN  QUALITY  AND  DISTRIBUTION  OF  LAND 

In  general,  projects  for  land  reclamation  should 
be  undertaken  only  when  they  can  be  accomplished 
with  the  use  of  much  labor  and  little  capital  which 
cannot  be  used  more  fruitfully  elsewhere,  since 
in  the  past  land  reclamation  often  proved  to  be  ex¬ 
pensive."*  But  it  might  be  worth  while  to  develop 
land  which  is  already  cultivated,  undertake  selec¬ 
tive  reforestation  to  prevent  torrential  floods,  im¬ 
prove  hygienic  conditions,  expand  irrigation,  and 
build  roads,  canals  and  aqueducts.  Thus  an  in¬ 
tegrated  water  supply  provided  by  a  series  of 
dams,  together  with  reforestation  to  conserve  water, 
might  lead  to  a  considerable  expansion  of  the  agri¬ 
cultural  output  of  Sicily  and  southern  Italy. 

Before  World  War  I  the  most  striking  feature  of 
Italian  agriculture  was  the  maldistribution  of  the 
land.  After  1919,  however,  a  considerable  trans¬ 
fer  of  land  took  place  throughout  the  country  in 
the  course  of  which  more  than  one-sixteenth  of  all 
cultivated  land  changed  hands,  mostly  going  to 
smaller  owners.  Today  the  division  of  landed  prop¬ 
erty  in  Italy  is  more  widespread  than  is  generally 
realized.’  The  small  owner  predominates  in  a 
number  of  areas.  Even  in  the  irrigated  parts  of 
Lombardy,  generally  believed  to  consist  of  large 
estates,  such  estates  comprise  only  a  relatively 
small  proportion  of  that  area.  Many  large  estates 
of  central  Italy  are  divided  into  small  holdings, 
such  as  the  mezzadria  system  in  which  the  owner 
supplies  the  tenant  with  land,  housing  and  work¬ 
ing  capital,  and  in  return  receives  about  half  the 
revenue.  Since  the  end  of  World  War  II  the 
freezing  of  rents  of  land  has  worked  to  some  ex¬ 
tent  against  the  large  landholders.  The  problem 
of  the  latifondi  (large  estates)  does  exist,  however, 
in  certain  sections  of  central  and  southern  Italy 
and  Sicily,  where  many  of  the  peasants  suffer  from 
land-owner  absenteeism  and  exploitation. 

4.  For  example,  from  July  1926  until  March  1936  land  rec¬ 
lamation  efforts  were  heavily  concentrated  on  the  Pontine 
Marshes  which  received  one-third  of  the  total  outlay  alloted 
for  this  purpose.  The  result  was  the  settlement  of  only  2,215 
families  (comprising,  however,  19,048  individuals)  at  a  lost  <if 
about  $23,000  per  family.  If  the  interest  on  this  investment  is 
assumed  to  be  5  per  cent  or  about  $1,150  a  year,  it  is  doubt¬ 
ful  whether  many  of  the  settlers  were  even  earning  a  sum 
sufficiently  large  to  pay  this  interest,  not  to  mention  the  in¬ 
come  required  for  adequate  subsistence.  The  total  number  of 
rural  workers  settled  on  reclaimed  land  is  also  small,  being 
less  than  i  per  cent  in  the  period  1930  to  1936. 

5.  See  the  article  by  Guiseppe  Medici,  “Italy  and  Land  Re¬ 
form,”  The  Journal  of  Land  and  Public  Utility  Economics, 
February  1945,  pp.  2-1 1. 


It  is  difficult  to  generalize  about  land  reform. 
The  efficiency  of  the  holding  should  be  ideally  the 
yardstick,  but  there  is  no  one  “best”  type  of  farm. 
Large-scale  production  of  cereals  in  the  North  and 
the  extensive  timber  and  grazing  holdings  in  the 
mountainous  regions  tend  to  be  more  efficient  than 
small  holdings  in  the  same  area.  The  small  farm 
is  apt  to  be  more  successful  in  market  gardening 
and  dairy  farming,  although  the  latter  must  be 
confined  to  the  plains.  Much  depends  on  the 
amount  of  capital  equipment  available.  And  there 
are  many  other  considerations. 

The  administration  of  some  of  the  divided  or 
amalgamated  holdings  could  be  carried  out  on  co¬ 
operative  lines.  This  method  might  be  effective  in 
those  instances  in  which  capital  equipment  is  re¬ 
quired  and  can  be  operated  by  several  groups.  Co¬ 
operation  may  also  be  helpful  in  reducing  the  costs 
of  purchasing,  conversion  and  marketing.  The 
management  of  public  works  in  agricultural  re¬ 
gions  by  cooperative  bodies  which  are  given  full 
authority  to  make  the  enterprise  pay  has  been 
found  to  work  out  well  in  many  instances.  In  this 
connection  Italian  public  enterprises  might  learn 
a  good  deal  from  the  experience  of  TV  A,  especially 
on  the  accounting  side.  The  scope  and  probable 
success  of  cooperatives  in  Italy,  however,  should 
not  be  exaggerated,  especially  in  areas  which  lack 
agrarian  experience  and  communal  spirit. 

FDUCATION  FOR  FARMERS 

Expansion  of  opportunities  for  education  is  re¬ 
quired  for  improvement  of  agricultural  methods, 
development  of  cooperatives,  and  successful  com¬ 
petition  of  Italian  products  in  world  markets.  As 
the  first  step,  educational  standardization  and  sine¬ 
cures  of  educational  bureaucracy  should  give  way 
to  the  restoration  of  the  catedre  ambidanti  or  “wan¬ 
dering  agricultural  chairs”  whose  work  used  to  be 
of  a  high  level  of  competence.  Later  more  advanced 
education  might  be  given  through  training  in 
broad  agricultural  techniques,  continuous  instruc¬ 
tion  in  the  special  branches  in  which  the  individual 
farmers  are  engaged  in  their  daily  work,  and  study 
of  subjects  with  broad  cultural  content  so  as  to 
create  interest  and  satisfaction  outside  the  job. 
There  might  also  be  an  improvement  in  the  meth¬ 
ods  of  disseminating  the  results  of  agricultural  re¬ 
search,  possibly  through  extension  services  such  as 
exist  in  the  United  States.  Local  agricultural  lead¬ 
ers  could  be  trained  in  research  institutes  and,  in 
turn,  could  teach  their  own  communities.  Remun¬ 
eration  and  status  of  farmers  need  to  be  raised  rela¬ 
tive  to  other  occupations  to  attract  better  talent. 
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increase  of  capital  investment  in  agriculture 

Italy’s  immediate  need  is  for  a  replacement  of  the 
one-third  of  the  country’s  livestock  which  was  lost 
as  a  result  of  the  war.  This,  together  with  an  in¬ 
crease  of  feed,  would  help  to  relieve  the  meat  short¬ 
age  in  the  population’s  diet  and  to  supply  a  larger  ■ 
number  of  much  needed  work  animals,  especially 
those  of  better  breed.  Over  the  long  run  capital 
could  be  usefully  provided  to  extend  “mixed  farm¬ 
ing”  in  a  more  rational  and  productive  manner. 

But  the  spread  of  mixed  farming  may  re¬ 
quire  a  considerable  increase  of  capital  in  the 
widest  sense  of  the  term.  The  present  livestock  has 
suffered  from  almost  twenty  years  of  neglect.  Even 
before  the  war  Italy  had  only  half  as  many  cattle 
as  France.  There  is  need  for  more  and  better  qual¬ 
ity  livestock  as  well  as  for  suitable  and  more  mod¬ 
ern  machinery  of  all  kinds,  the  immediate  require¬ 
ment  being  for  simple  farm  equipment  adapted 
to  the  nature  of  the  country,  two-fifths  of  which 
is  hilly  and  two-fifths  mountainous. 

If  these  long-run  improvements  of  agricultural 
production  are  carried  out,  they  may  gradually  lead 
to  an  increase  of  the  real  per  capita  income,  with 
the  proportion  of  “protective”  foods  rising  and  that 
of  cereals  falling.  Hut  in  the  years  immediately 
ahead  the  introduction  of  many  of  the  measures 
discussed  above  will  not  necessarily  increase  agri¬ 
cultural  income.  The  policy  of  the  Allied  Military 
(iovernment  authorities  was  based  largely  on  lines 
of  self-sufficiency.  This  was,  of  course,  necessary  in 
order  to  save  shipping  space.  As  a  result,  however, 
the  difficulties  of  changing  from  a  grain  economy 
to  one  of  mixed  farming  may  be  increased  and 
prolonged.  The  Italian  peasant  is  also  likely  to 
oppose  a  change-over  to  mixed  farming.  For 
centuries  he  has  been  in  the  habit  of  filling  as 
many  of  his  needs  as  possible  by  his  own  ef¬ 
forts,  largely  by  production  of  grains.  If  he 
switches  to  mixed  farming,  he  will  have  to  sell 
a  good  part  of  his  products  and  use  the  money  thus 
received  to  buy  daily  necessities.  Obviously  he  can 
live  on  mixed  farming  only  if  he  finds  a  market 
for  his  products,  which  may  not  prove  easy  to  ac¬ 
complish,  especially  because  the  costs  of  many  of 
Italy’s  products  compare  unfavorably  with  those  of 
foreign  countries.  Moreover,  before  the  war,  the 
buying  power  of  most  European  countries  for  the 
purchase  of  protective  foods  was  low,  and  as  a  re¬ 
sult  of  the  war  may  be  even  lower  for  some  years 
to  come.  During  the  transition  period  to  mixed 
farming  many  peasants  may  need  an  income  great¬ 
er  than  their  net  sales  in  order  to  keep  alive,  as  well 
as  to  acquire  “capital”  to  complete  the  change. 


EMIGRATION  AND  INDUSTRIALIZATION 

It  is  obvious  from  the  foregoing  discussion  that 
it  may  take  many  years  to  accomplish  the  meas¬ 
ures  suggested  for  raising  the  agricultural  in¬ 
come  of  Italy;  and  it  is  doubtful  whether  the  prob¬ 
lem  of  rural  poverty  can  be  altogether  eliminated. 
The  number  of  people  engaged  in  agriculture  will 
probably  continue  to  be  too  large  in  relation  to  the 
quantity  of  land  and  capital  available,  and  the 
productivity  of  agricultural  labor  may  therefore 
remain  at  a  low  level. 

Because  of  the  slow  spread  of  birth  control,  the 
reduction  of  the  surplus  agricultural  population 
would  have  to  be  chiefly  accomplished  through 
emigration  and  industrialization.  While  foreign 
countries  would  benefit  by  admitting  Italian  emi¬ 
grants  with  non-competing  skills,  they  are  likely 
to  demand  not  only  highly  skilled  workers  but  also 
simultaneous  importation  of  capital,  and  many  of 
the  Italians  seeking  admission  to  other  countries 
will  be  without  these  qualifications.  Thus  from 
1931  to  1940  emigration  from  Italy  was  almost  bal¬ 
anced  by  repatriation.  It  is  not  probable  that  there 
will  be  large-scale  emigration  of  Italians  unless  the 
fear  that  they  may  be  used  as  political  tools  can  be 
overcome  in  countries  such  as  France,  Argentina 
and  Brazil  which,  it  is  believed,  would  be  ready  to 
receive  immigrants. 

A  more  likely  way  to  raise  the  Italian  standard 
of  living  is  through  the  migration  of  agricultural 
workers  on  marginal  land  to  the  towns  for  work  in 
factories.  Before  this  becomes  possible,  however, 
the  necessary  conditions  for  industrialization  must 
be  created.  It  becomes  necessary,  therefore,  to  in¬ 
quire  into  the  causes  of  the  relative  lack  of  indus¬ 
trialization  in  Italy,  the  possible  methods  of  in¬ 
dustrialization,  and  the  means  of  paying  for  it. 

INDUSTRIAL  RECONSTRUCTION 
Italy’s  deficiencies  '  - 

Lacl(^  of  raw  materials.  Italy’s  lack  of  the  stra¬ 
tegic  raw  materials  is  the  major  cause  of  its  re¬ 
tarded  industrialization.  This  deficiency  is  accen¬ 
tuated  by  the  considerable  expense  involved  in  im¬ 
porting  many  materials  as  well  as  by  the  high 
costs  of  mining  those  which  are  found  at  home. 
In  1938  Italy  used  14  million  tons  of  coal,  but 
produced  only  one-seventh  at  home  (half  of  it  lig¬ 
nite).  It  consumed  2  million  tons  of  iron  ore, 
but  less  than  half  came  from  domestic  sources.  It 
needed  110,000  tons  of  manganese,  but  one-half  of 
this  amount  had  to  be  imported.  Practically  all 
petroleum,  copper,  chrome,  tin  and  nickel  had  to 
be  purchased  abroad.  In  lead  and  zinc  Italy  was 
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self-sufficient;  it  may  become  self-sufficient  in  alum¬ 
inum  and  magnesium;  in  bauxite,  sulphur  and 
mercury  it  had  an  export  surplus.  It  imported  in 
1938  raw  cotton  worth  nearly  one  billion  lire  and 
paid  almost  half  a  billion  lire  for  foreign  wool 
fibres.  It  should  also  be  noted  that  central  and 
southern  Italy  as  well  as  the  islands  cannot  be 
easily  industrialized  because  of  insufficient  power, 
especially  water  power,  which  could  be  increased 
through  dams  and  artificial  lakes. 

Lacl{  of  foreign  exchange.  As  can  be  seen  from  j 
the  table  below,  Italy’s  balance  of  payments  was^ 
consistently  unfavorable,  so  much  so  that  it  has 
been  difficult  for  the  country  to  import  capital 
goods  and  raw  materials  on  a  scale  sufficiently 
large  to  permit  rapid  industrialization. 

Italy’s  Balance  on  Current  Account 

1927,  1935,  and  1938^ 

(in  millions  of  1936  lire) 

Com-  Emigrant  Net 

Year  modities  Shipping  Tourists  Remittances  Interest  Balance 
1927  — 6,716  1,500  3,500  2,500  — 535  249 

1935  — 4.475  500  1,500  900  —  91  — 1,666 

1938  — 3,010  900  1,500  550  —  52  —  112 

Italian  commodity  imports  consist  principally 
of  essential  foodstuffs  and  raw  materials.  The 
latter  are  manufactured  into  finished  industrial 
products  for  vital  domestic  use  and  exports, 
and  are  also  used  for  the  maintenance  of  pub¬ 
lic  services.  Non-essential  imports  such  as  cof¬ 
fee,  tea,  tobacco,  spirits,  etc.,  formed  only  one- 
tenth  of  the  total  value  of  imports  in  1938.  In  the 
same  year  commodity  exports  consisted  mainly  of 
textiles  (one-third)  and  foodstuffs  (one-third). 
Most  of  the  exports  have  been  highly  competitive 
and  are  not  susceptible  to  bargaining  power.  The 
invisible  items  of  foreign  trade  have  always  been 
important  in  narrowing  Italy’s  adverse  commodity 
balance,  but  shipping,  tourist  expenditure  and 
emigrant  remittances  declined  considerably  in  the 
years  before  the  war  and  may  continue  to  fall  for, 
some  years  to  come. 

While  the  total  value  of  Italy’s  prewar  trade 
was  not  inconsiderable  (the  average  annual  value 
of  imports  and  exports  from  1929  to  1938  was 
over  a  billion  dollars),  its  rank  among  European 
countries  was  fifth  or  sixth,  the  per  capita  trade 
was  relatively  small.  In  1937  the  value  of  Italy’s 
per  capita  imports  was  $17.29.  In  a  list  of  impor¬ 
tant  countries  it  ranked  eighteenth,  with  only 
Japan,  Brazil,  India  and  China — all  at  a  low  stand¬ 
ard  of  living — having  a  still  smaller  value  of  per 
capita  imports.  Italy’s  per  capita  exports  in  1937 

6.  From  Bruno  Foa,  ‘‘Italy’s  Post-War  Economic  Relations,” 
Report  to  the  Bf)ard  of  Governors,  Federal  Reserve  System 
(Washington,  D.C.),  1944,  (mimeographed). 


amounted  to  only  $12.94,  with  the  same  countries 
mentioned  having  even  lower  per  capita  exports.^ 
These  facts  about  Italy’s  foreign  trade  reveal  some 
of  the  reasons  for  the  country’s  inability  to  import 
a  larger  volume  of  capital  equipment  for  the  pur¬ 
pose  of  industrialization — difficulties  which  were, 
of  course,  accentuated  by  attempts  at  self-suffi¬ 
ciency. 

Lacl{  of  capital.  By  nature  Italians  are  inclined 
to  be  thrifty.  Nevertheless,  there  appears  to  be  an 
’  insufficient  supply  of  savings  for  investment  in  in¬ 
dustry.  This  has  been  partly  due  to  the  low  av¬ 
erage  income  of  the  people,  partly  to  the  com¬ 
pulsory  transfer  of  a  large  amount  of  savings  into 
government  loans  and  thence  largely  into  unpro¬ 
ductive  projects  and  expensive  foreign  ventures. 

A  considerable  percentage  of  savings  has  gone 
into  urban  real  estate  and  building,  into  competi¬ 
tive  bidding  for  agricultural  land,  and  into  waste¬ 
ful  consumption.  It  can  be  truly  said  that  many 
of  the  savings  ran  to  waste.  The  savings  would  be 
much  more  productively  used  if  they  were  em- 
j-iloyed  for  the  provision  of  industrial  plant,  power 
and  tools.  But  to  achieve  this  it  will  be  necessary 
to  make  much  more  effective  the  machinery  which  V 
assembles  savings  and  makes  them  available  for 
active  capital  formation. 

Lacf{  of  trained  labor.  The  need  for  much  ex¬ 
tended  education  is  of  especial  importance  in 
southern  and  central  Italy,  where  the  peasants  re¬ 
quire  at  least  some  elementary  training  or  reading 
ability  to  work  satisfactorily  in  industry.  Even  the 
northern  workers  with  their  traditional  skill  and 
application  would  benefit  from  further  education. 
But  there  may  not  be  enough  good  teachers  to 
educate  a  large  number  of  people.  Hence  education 
may  have  to  be  confined  to  the  most  talented  who 
can  be  adequately  instructed  by  good  teachers 
available  at  each  stage. 

PROBLEMS  OF  INDUSTRIALIZATION® 

The  number  of  transferees  from  agriculture  to 
industry.  It  is  assumed  that  industrialization  proper 
can  begin  only  when  reconstruction  is  completed, 
perhaps  not  before  1950  or  1955  according  to  some 
authorities.  The  number  of  peasants  to  be  trans¬ 
ferred  to  industry  is  difficult  to  estimate.  It  de¬ 
pends  on  the  size  of  the  excess  population  in  agri¬ 
culture,  industry’s  capacity  of  absorption,  the  rate 

7.  B.  F.  Hosclitz,  "La  politica  comcrcial  y  cl  comercio  ex¬ 
terior  de  Estados  Unidos,”  El  Trimestre  Economico  (Mexico 
City),  1943,  pp.  693  and  703. 

8.  For  treatment  of  the  problems  on  which  the  following  cost 
calculations  are  based  in  part,  see  P.  N.  Rosenstein-Rodan, 
‘‘Problems  of  Industrialisation  of  Eastern  and  South  Eastern 
Europe,”  Economic  Journal  (London),  Junc-September  1943, 

pp.  202-1!. 
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at  which  absorption  is  desired,  the  amount  of 
money  required  and  available  for  transfers,  the 
standard  of  living  which  is  to  be  achieved,  and 
other  factors. 

Before  the  war  over  8^  million  persons  were 
listed  as  gainfully  employed  in  agriculture.  The 
total  agricultural  population  may  be  assumed  to 
be  about  twice  as  large,  or  i8  million.  At  a  rough 
guess  this  may  perhaps  be  a  third  too  many,^  that 
is,  about  6  million  of  the  whole  agricultural  popu¬ 
lation  and  3  million  of  those  who  are  employed  on 
the  land.  To  this  must  be  added  the  prospective 
growth  of  the  population  which,  for  the  period 
from  1945  to  1955,  has  been  estimated  at  somewhat 
less  than  2^2  million.'®  Hence  the  growth  of  the 
agricultural  population  over  the  same  time  may 
not  be  much  more  than  one  million,  while  the 
number  of  agricultural  workers  may  not  rise  by 
much  more  than  half  a  million.  The  total  num¬ 
ber  of  working  persons  to  be  shifted  from  agricul¬ 
ture  to  industry  would  thus  be  about  3^/2  million 
from  1945  to  1955,  and  probably  roughly  the  same 
over  a  somewhat  later  ten-year  period;  the  total 
number  of  people  to  be  transferred  would  be  about 
7  million. 

Cost  of  industrialization.  The  expense  of  this 
transfer  consists  of  four  main  items: 

1.  The  cost  of  education,  mainly  of  an  ele¬ 
mentary  nature.  Approximately  30  per  cent  of  the 
persons  occupied  in  agriculture  in  1931  were 
unable  to  read.  In  addition,  the  large  majority  of 
the  transferees  would  require  some  industrial 
training,  perhaps  along  the  lines  of  the  American 
Training  Within  Industry  plan,  adapted  to  Italian 
needs.  The  cost  per  person  might  be  perhaps  $150 
or  about  one-half  billion  dollars  for  the  3I4  niil- 
lion  working  transferees. 

2.  There  would  be  costs  of  transportation,  serv¬ 
iceable  clothing,  rehousing,  adjustment,  mainte¬ 
nance  and  other  expenses  incidental  to  the  trans¬ 
fer.  This  might  be  as  much  as  $350  for  each  of  the 
7  million  transferees  or  a  total  of  roughly  $214 
billion. 

3.  There  would  be  the  costs  of  capital  equip¬ 
ment.  Assuming  a  production  function  in  which 
the  outlay  curve  is  a  straight  line,  the  cost  of  capi- 

9.  This  compares  with  an  estimate  of  an  excess  agricultural 
population  of  25  per  cent  for  eastern  and  south-eastern  Europe 
by  Roscnstcin-Rodan.  Doreen  Warriner,  Economics  of  Peasant 
Farming,  1939,  pp.  67-68,  shows  that  in  the  case  of  Bulgaria 
a  ratio  of  56  farm  workers  to  too  hectares  of  land  means  that 
one-third  of  the  rural  population  was  in  excess  of  the  labor 
requirements.  The  same  would  seem  to  apply  to  Italy  which 
has  a  ratio  of  58  farm  workers  per  too  hectares, 
to.  Frank  W.  Notestein  and  others.  The  Future  Population  of 
Europe  and  the  Soviet  Union  (New  York,  Columbia  University 
Press,  1944),  p.  290.  Italy's  population  was  46  million  in  1946. 


tal  in  the  light  industries  has  been  estimated  to 
range  from  $600  to  $2,400  for  each  employed  per¬ 
son;  in  medium  industries  from  $2,400  to  $4,800; 
in  heavy  industries  from  $4,800  to  $9,000.  Since 
most  of  the  capital  needed  in  Italy  is  to  be  con¬ 
centrated  on  the  light  industries,  with  some  addi¬ 
tions  for  medium  and  heavy  capital,  it  may  be  as¬ 
sumed  that  roughly  $2,000  worth  of  capital  will 
be  required  for  each  working  transfer  or  a  total  of 
about  $7  billion. 

4.  Cost  of  maintaining  and  replacing  existing 
and  newly  created  capital.  The  total  sum  of  this 
may  be  estimated  at  about  $5  billion." 

Altogether,  therefore,  Italy  may  require  a  total 
of  about  $15  billion  over  ten  years  to  maintain  the 
equivalent  of  the  1938  industrial  equipment,  to 
provide  for  the  growth  of  its  industrial  population, 
and  to  effect  the  transfer  of  a  third  of  the  agri¬ 
cultural  population.  Yet  Italy’s  prewar  gross  na¬ 
tional  income  (1938)  was  about  120  billion  lire. 
To  accomplish  the  program^^outlined  above  would 
require  annual  gross  savings  of  $1.5  billion  or 
about  30  billion  1938  lire  over  ten  years,  or  ap¬ 
proximately  25  per  cent  of  the  prewar  national 
income.  But  the  1940  rate  of  savings  amounted  to 
only  16  billion  lire."  Of  course,  as  the  national 
income  increases,  the  percentage  of  savings  re¬ 
quired  would  be  reduced.  Nevertheless,  for  some 
time  to  come  Italy  will  be  faced  with  the  problem 
of  financing  a  program  of  industrialization  which 
requires  savings  of  at  least  double,  if  not  more 
than  double,  its  1940  rate  of  savings  for  all  pur¬ 
poses.  One  way  of  increasing  savings  would  be 
through  a  reduction  of  consumption.  While  the 
upper  and  the  middle  classes  could  make  some 

11.  This  figure  can  be  at  best  only  a  rough  guess  and  may 
be  too  low;  the  amount  of  prewar  capital  equipment  10  .t.ilian 
industry  may  be  estimated  at  about  $6  billion.  According  to 
official  statistics  about  six  million  workers  were  employed  in 
industry  and  transportation  in  1939.  A  considerable  part  of 
these  work  without  capital,  being  mainly  employed  in  the 
various  handicrafts.  Hence,  if  it  is  assumed  that  three  million 
persons  worked  with  capital,  worth  on  average  $2,000,  the 
total  value  of  prewar  capital  equipment  was  about  $6  billion 
(cf.  a  similar  estimate  by  J.  P.  Van  Aartsen,  “De  e^onomische 
positie  van  Italie,”  De  Economist,  Haarlem,  1940,  p.  300). 
Further  it  may  be  supposed  that  this  capital  is  completely  re¬ 
placed  within  twenty  years  and  that  it  is  depreciated  on  a 
straight-line  basis.  Then  the  replacement  amount  required  for 
ten  years  would  be  $3  billion. 

The  newly  created  capital  requires  allowance  for  mainte¬ 
nance  which  may  perhaps  amount  over  ten  years  from  $i 
to  $2/4  billion.  The  growth  of  the  industrial  population  using 
capital  must  also  be  considered.  If  this  is  assumed  to  be  at  the 
same  rate  as  in  agriculture,  namely  somewhat  less  than  6  per 
cent  or  about  170,000  in  ten  years,  and  if  these  use  on  an 
.average  $2,000  worth  of  capital,  the  total  required  would  be 
$340  million.  Thus  the  overall  replacement  requirement  might 
be  $5  billion.  Of  course  the  new  capital  equipment  might  be 
more  efficient  than  the  old. 

12.  Business  and  Financial  Report  of  the  Italian  Confederation 
of  Industrialists,  January  1940. 
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contributions  in  this  direction,  these  would  not  by 
any  means  be  adequate.  The  masses  of  the  people 
are  too  poor  to  increase  their  savings  to  any  marked 
extent. 

It  might  be  better  if  Italy,  instead  of  producing 
capital  equipment,  converted  its  savings  into  export 
goods  to  acquire  the  foreign  exchange  necessary  to 
purchase  such  equipment  abroad.  But  even  when 
this  is  successfully  done,  Italy’s  savings  are  not  like¬ 
ly  to  be  adequate  for  carrying  out  the  projected 
programs  of  industrialization.  At  the  rate  of  the 
1940  savings,  only  half  the  program  could  be  car¬ 
ried  out  in  ten  years  at  best,  but  it  is  probably 
safer  not  to  hope  for  more  than  a  quarter — that  is, 
fulfillment  of  the  program  in  forty  rather  than  in 
ten  years.  This  time  is  likely  to  be  shortened  only  if 
Italy  could  purchase  additional  capital  equipment 
from  abroad  by  ( i )  the  grant  of  foreign  loans  and 
(2)  the  introduction  of  methods  which  would  in¬ 
crease  commodity  exports. 

POSSIBILITY  OF  FOREIGN  LOANS 

For  some  time  to  come  Italy  may  have  no  for¬ 
eign  assets  worth  speaking  of,  nor  is  it  likely  to 
acquire  the  capacity  to  earn  them.  It  is  therefore 
improbable  that  foreign  private  investors  will  as¬ 
sume  the  risk  of  loans  to  Italy  on  any  reasonable 
terms.  Thus  loans  given  by  foreign  governments 
would  form  the  chief  source  for  the  purchase  of 
additional  foreign  capital  equipment.  It  is,  of 
course,  quite  unlikely  that  the  $15  billion  which 
Italy  needs  to  complete  its  industrialization  pro¬ 
gram  will  be  loaned  from  abroad,  for  this  sum  is 
almost  five  times  as  large  as  the  recent  American 
loan  to  Britain.  But  even  much  smaller  loans  are 
not  likely  to  be  granted  unless  there  is  some  se¬ 
curity  of  interest  payments  and  repayment  of  the 
principal.  How  then  can  Italy  achieve  a  balance 
of  payments  sufficiently  favorable  to  meet  foreign 
loans? 

Italy  should  concentrate  on  the  production  of 
those  goods  in  which  it  has  the  greatest  compara¬ 
tive  advantage  or  the  least  comparative  disad¬ 
vantage.  This  is  the  most  important  single  factor 
in  aid  towards  a  favorable  balance  of  payments, 
and  the  possibilities  will  be  discussed  below.  For 
lack  of  space  other  necessary  measures  can  only 
be  mentioned.  Waste  of  governmental  and  private 
expenditure  as  well  as  inefficiency  need  to  be 
eliminated  so  as  to  conserve  all  possible  funds  for 
industrialization.  Italy  must  re-establish  a  sound 
cost,  price  and  debt  structure.  Finally,  proper  rates 
of  exchange  need  to  be  fixed,  accompanied  by  par¬ 
ticipation  in  international  monetary  and  trade 
agreements.  Continuation  of  capital  and  import 


controls,  however,  may  be  necessary  for  some  time. 

But  it  will  not  be  possible  to  put  the  whole 
burden  of  repaying  American  loans  on  Italy  alone. 

If  the  United  States  wants  Italy  to  repay  its  loans, 
it  will  have  to  admit  the  Italian  goods  which  are  I 
cheaper  than  ours.  The  sooner  the  necessity  for  ■ 
such  a  policy  is  recognized  and  the  earlier  the  ardu-  1 
ous  task  of  reducing  tariffs  is  begun,  the  more  I 
likely  it  will  be  that  workable  international  eco-  | 
nomic  relationships  can  be  established  between  the  | 
two  countries.  Whenever  possible  and  compatible 
with  the  principles  of  multilateral  trade,  dollar  ■ 
loans  should  be  used  in  such  a  way  that,  either  j 
directly  or  indirectly,  dollar  balances  result  from  ■ 
the  industries  built  with  American  loans.  The  chief 
guarantee  of  the  maintenance  of  service  and  amor¬ 
tization  of  the  loans  must  be  their  effective  use. 

At  present  trade  prospects  between  the  United  ■ 
States  and  Italy  are  not  favorable.  Before  the  war  | 
the  value  of  trade  between  the  two  countries  was  p 
small,  both  absolutely  and  on  a  percentage  basis. 
There  was  an  adverse  commodity  balance  against 
Italy  every  year  from  1919  to  1959,  except  in  19^1. 
Italy  has  been  unable  to  supply  raw  materials,  ■ 
which  constitute  America’s  major  imports.  A  con-  '■ 
siderable  proportion  of  Italian  exports  to  the  United 
States  consisted  of  goods  consumed  by  people  of  ", 
Italian  birth,  now  decreasing  in  number,  and  of  y 
specialties  in  the  development  of  some  of  which 
this  country  is  making  rapid  progress.  The  im-  | 
mediate  prospects  of  Italian  exports  to  America  | 
are  more  favorable,  especially  in  textiles  and  food-  js 
stuffs,  owing  to  the  great!  shortage  of  such  goods  ■ 
in  the  United  States.  But  Italian  imports  from  ^ 
America  are  also  likely  to  increase,  since  this  coun¬ 
try  can  furnish  many  of  the  products  needed  for 
raising  the  Italian  standard  of  living,  as  well  as  i 
raw  material  exports  which  before  the  war  con-  | 
sisted  predominantly  of  American  raw  cotton,  c 
scrap,  petroleum  and  copper.  | 

Italy’s  two  most  important  immediate  balance  | 
of  payments  problems  are  how  to  fill  the  vacuum  I 
created  by  the  disappearance  of  the  German  mar-  | 
ket  (which  took  one-fifth  of  the  value  of  Italy’s  I 
exports  in  19^8,  and  much  more  during  the  war),  p 
and  to  regain  sales  to  its  colonies,  which  took  an-  I 
other  fifth  of  its  1938  exports. 

During  the  period  of  widespread  shortages  in 
the  years  immediately  ahead  and  possibly  longer,  | 
Russia  and  the  countries  tied  to  the  Russian  econ-  \ 
omy  are  likely  to  be  in  a  position  to  absorb  some 
of  the  major  prewar  export  commodities  of  Italy,  ■ 
notably  cotton  cloth,  artificial  fibres,  machinery 
and  wcxil  cloth.  In  exchange  for  the  “converted 
values’’  created  by  Italian  labor,  Italy  might  re-  , 
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tain  some  of  the  raw  materials  and  work  them 
into  domestic  use  and  for  exports  to  other  coun¬ 
tries.  The  extent  to  which  Russia  and  eastern  Eu¬ 
rope  can  become  permanent  suppliers  of  raw  ma¬ 
terial  to  Italy  is  doubtful;  their  role  in  that  respect 
during  the  last  twelve  months  apjiears  to  have  been 
slight.  These  countries  may  be  able  to  furnish 
Italy  with  timber,  petroleum,  possibly  with  wheat 
and  livestock,  but  textile  fibres  used  to  be  predomi¬ 
nantly  supplied  from  overseas,  and  forest  products 
came  from  Norway  and  Switzerland.  Coal,  ma¬ 
chinery,  petroleum,  fish,  and  scrap  also  came 
chiefly  from  countries  other  than  eastern  Europe. 
It  appears,  then,  that  the  countries  of  eastern  Eu¬ 
rope  might  become  good  customers  of  Italy,  but 
their  role  as  suppliers  seems  less  promising.  Under 
such  circumstances  the  prospects  of  interest  and 
amortization  payments  by  Italy  on  an  American 
loan  are  not  favorable. 


INCREASE  OF  INDUSTRIAL  SPECIALIZATION 


;t 


I 

f 
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Long  before  the  Fascist  regime  there  was  a 
trend  in  Italy  that  encouraged  investment  in 
industrial  fields  for  which  its  resources  were  not 
suitable.  This  trend  toward  uneconomic  industrial 
enterprises  began  with  the  reversal  of  Italy’s  free 
trade  policy  in  1878-87,  chiefly  to  further  the  ambi¬ 
tions  of  leading  industrialists,  and  to  provide  what 
they  considered  to  be  favorable  outlets  for  their 
savings. 

Under  the  protection  of  steadily  rising  tariffs 
a  number  of  parasitic  industries  was  fostered  on 
the  Italian  economy.  Sometimes  justified  to  the 
public  as  needing  protection  because  they  were 
mere  “infant  industries”  requiring  time  to  grow 
up  to  meet  foreign  competition,  many  of  these  new 
industries  never  did  grow  up.  By  the  time  the  Fas¬ 
cist  regime  came  to  power,  they  had  entered  their 
“second  childhood”  (to  use  Professor  Viner’s 
term),  clamoring  for  protection  on  the  ground  of 
being  older  and  less  able  to  compete. 

The  most  strongly  protected  have  been  among 
the  heavy  industries.  Their  costs  were  often  above 
those  prevailing  under  international  competition 
chiefly  because  of  rapidly  rising  expenses  of  ex¬ 
tracting  and  importing  metals  and  fuel,  the  high 
costs  of  transportation,  and  the  relatively  small 
size  of  firms.  The  masses  of  industrial  and  agri¬ 
cultural  laborers  had  to  pay  for  the  maintenance 
of  these  uneconomic  units  through  the  reduced 
purchasing  power  of  their  wages. 

In  the  future,  extension  of  the  most  efficient 
sections  of  Italy’s  labor-intensive  light  industries 
seems  to  be  preferable  to  an  attempt  to  build 
up  a  completely  self-sufficient  industrial  system 


without  the  aid  of  international  capital,  as  was 
done  by  Russia  during  the  inter-war  period.  The 
latter  approach  would  require  large  reserves  of 
natural  resources  which  Italy  does  not  have.  It 
would  be  a  much  slower  process,  would  involve  ad¬ 
ditional  sacrifices  on  the  part  of  the  population, 
and  would  call  for  much  more  extended  financial 
aid  from  abroad.  Italy’s  relatively  small  demand 
for  capital  goods  would  not  make  it  possible  to 
operate  the  heavy  goods  industries  on  a  sufficiently 
large  scale.  New  branches  of  these  industries  might 
add  unnecessarily  to  the  large  stock  of  certain 
types  of  capital  equipment  which  already  exists 
elsewhere.  The  extent  of  the  division  of  labor 
would  be  reduced  and  international  trade  would 
suffer.  Finally,  some  heavy  industries  would  have 
the  disadvantage  of  being  less  labor-intensive  than 
the  light  industries. 

Under  the  circumstances,  the  development  of 
the  following  industries  might  be  considered:  (i) 
Service  industries.  By  their  nature  these  require 
mainly  labor  which  in  many  cases  must  be  trained 
or  possess  natural  aptitude.  Most  developed  before 
the  war  was,  of  course,  the  tourist  industry.  The 
great  cultural  monuments  of  Italy,  the  mildness 
of  the  climate,  the  beauty  of  the  landscape,  the 
attractiveness  of  the  people,  remain  valuable  assets 
in  spite  of  the  war.  Hence  the  tourist  traffic  will 
probably  continue  to  be  a  source  of  considerable 
income,  although  a  great  deal  needs  to  be  done  to 
improve  hotel  and  transportation  facilities.  Earn¬ 
ings  from  shipping  have  formed  a  proportion  of 
the  total  income  from  abroad  which  is  of  some 
marginal  importance.  However,  in  a  world  likely 
to  be  saddled  with  a  large  surplus  of  shipping, 
with  competition  from  the  air,  and  with  Italian 
shipping  mostly  destroyed,  seized  or  over-age, 
little  income  can  be  expected  from  this  source. 
(2)  Industries  requiring  artistic  aptitude.  These 
have  been  Italy’s  mainstay  for  many  centuries,  fam¬ 
ous  by  tradition  and  skill,  and  include  carved  and 
cut  marbles,  ceramic  products,  tapestries,  mosaics, 
metal  work,  woodwork,  etc.  (3)  Industries  which 
already  have  large  domestic  marl^ets.  The  main 
need  here  is  to  expand  the  size  of  the  individual 
firms  so  that  they  approach  more  nearly  the  op¬ 
timum  output  with  costs  at  their  lowest  point.  The 
prospects  for  the  textile  industries  are  particularly 
good.  Before  the  war,  Italy  was  the  first  world  ex¬ 
porter  in  raw  hemp  and  rayon  yarn,  second  in  cot¬ 
ton  yarn,  third  in  silk.  Its  textile  industries  are 
mostly  efficient  and  flexible.  They  grant  long  term 
credits,  are  able  to  cater  to  varying  demands,  and 
devise  many  attractive  novelties.  During  the  cur¬ 
rent  shortage,  Italian  textiles  have  a  good  chance  to 
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establish  expanding  and  perhaps  lasting  markets. 
Other  industries  which  might  be  developed  are 
paper,  hats,  woolens,  hardware,  paints,  leather  and 
shoes,  soap  and  glass,  if  quality,  technical  equip¬ 
ment  and  methods  of  cost  control  can  be  im¬ 
proved.  (4)  Industries  which  require  a  high  de¬ 
gree  of  mechanical  ability  and  sf(ill,  in  order  to 
utilize  particularly  the  aptitudes  of  the  workers 
of  the  North  on  precision  instruments,  some  chem¬ 
ical  and  rubber  products,  specialized  machinery 
and  engineering  work,  certain  types  of  motor 
cycles,  bicycles  and  motor  cars,  which  use  little 
gas  and  are  suitable  for  narrow  roads.  (5)  Indus¬ 
tries  connected  with  agricultural  specialties,  such  as 
the  canning  of  fruits  and  tomatoes;  the  bottling 
of  wines;  the  developmenc  of  milk  products;  the 
introduction  of  fruit  extracts;  the  improvement  of 
refrigeration  on  farms  and  in  transportation;  the 
modernization  of  the  packing  industry.  (6)  Indus¬ 
tries  which  can  produce  substitutes  for  scarce  raw 
materials  at  present  being  imported  in  part,  such 
as  aluminum,  magnesium,  plastics  and  resin  ply¬ 
wood. 

INCREASING  COMPETITION 

A  notable  feature  of  Italian  industry  has  been 
the  rapidly  increasing  concentration  of  corporate 
wealth  in  the  hands  of  a  few  firms,  a  movement 
which  has  its  parallel  in  the  United  States  and 
England.  In  1922  the  one  hundred  largest  non- 
financial  corporations  in  Italy  owned  less  than 
one-third  of  all  non-financial  corporate  assets.  By 
1936  the  one  hundred  largest  non-financial  cor¬ 
porations  held  nearly  half  of  the  total  non-financial 
corporate  assets.  A  few  large  firms  dominate  many 
industries  such  as  metallurgy,  chemicals,  rayon, 
automobiles,  sugar  refining,  the  supply  of  electric 
power,  rubber,  and  shipping  and  shipbuilding. 
Two-thirds  of  corporate  net  profits  in  1936  went  to 
0.3  per  cent  of  the  total  number  of  corporations 
(56),  while  the  remaining  third  of  net  profits 
went  to  99.7  per  cent  of  the  corporations.'^  During 
the  depression  of  the  ’thirties  the  Italian  govern¬ 
ment  itself  became  the  owner  of  more  than  20  per 
cent  of  the  country’s  industrial  system  through  the 
Istituto  per  la  Ricostruzione  Industriale. 

The  increasing  monopolization  of  Italian  indus¬ 
try  has  been  disadvantageous  on  several  grounds. 
First,  it  has  led  to  a  diminution  of  the  national 
income.  As  industries  moved  from  competition  to 
monopoly,  owners  closed  down  plants  with  the 
higher  (variable)  costs  of  production,  and  the 
labor  and  capital  engaged  in  them  became  either 

13.  Carl  T.  Schmidt,  "Concentration  of  Joint-Stock  Enterprise 
in  Italy,”  American  Economic  Review,  1940,  pp.  8a-86. 


idle  or  were  transfered  to  other  occupations.  The  f 
very  fact  that  the  agents  of  production  did  not  | 
seek  employment  elsewhere  before  the  introduc-  I 
tion  of  monopoly  indicates  that  their  contribution  1 
to  the  national  income  used  to  be  higher,  when  I 
the  particular  industry  was  competitive.  Secondly, 
monopoly  has  led  to  an  increase  in  the  maldistribu¬ 
tion  of  income.  By  reducing  output  and  raising  I 
prices,  monojx)lists  increased  their  share  of  the  i 
national  income,  while  lowering  that  of  consumers, 
who  were  in  fact  “exploited.”  Thirdly,  monopoly 
led  to  an  undue  concentration  of  power  in  the  | 
hands  of  a  few  individuals  who  thereby  were  able  | 
to  exercise  considerable  influence  over  the  politi¬ 
cal  and  economic  affairs  of  Italy.  It  was  partly 
through  their  support  that  fascism  came  to  power 
and  was  able  to  maintain  itself.  But  the  regime 
had  to  pay  for  this  support.  It  had  to  protect  in¬ 
dustry  against  foreign  competition,  suppress  busi¬ 
ness  rivals  at  home,  grant  its  sanction  to  schemes  de¬ 
signed  to  exploit  the  consumers  (the  system  of  the 
Fascist  Corporations  endowed  the  industrial  com¬ 
bines  with  many  of  the  powers  of  the  state),  and 
carry  business  through  depressions  and  losses  by 
means  of  government  subsidies  and  government  * 
contracts. 

Postwar  control  of  monopoly  in  Italy  is  likely 
to  consist  of  a  mixture  of  methods,  especially  price, 
profit,  and  wage  controls,  international  competi¬ 
tion  through  tariff  reductions,  and  possibly  some  ; 
continuation  of  government  ownership.  But  this  f 
whole  subject  requires  analysis  in  terms  of  each 
individual  industry. 

OUTLOOK  FOR  THE  FUTURE  [ 

What  then  are  the  broader  economic  prospects 
for  Italy  in  the  days  to  come?  Ex-Prime  Minister  t 
Orlando,  Italy’s  representative  at  the  Paris  peace 
conference  of  1919,  is  said  to  have  declared  re¬ 
cently  that  Italy’s  problem  during  the  next  fifty  ' 
years  would  be  one  of  sheer  survival.  Whether 
Italy  will  be  successful  in  the  struggle  for  eco-  ^ 
nomic  existence  and  economic  improvement  must  [ 
be  weighed  in  the  light  of  some  of  the  following  ! 
factors:  (i)  Italy’s  manpower  is  fully  adequate  i 
and  willing  to  work  hard.  It  did  not  suffer  as  | 
heavily  in  1940-1946  as  in  1914-1919.  (2)  Scientific 
ideas,  technical  knowledge  and  the  practical  ap*  ! 
plications  of  Italy’s  traditional  skills  remain  on  a  i 
high  level.  (3)  Italy’s  foreign  trade  position  has 
rapidly  improved.  Average  monthly  imports  rose  ' 
from  2%  billion  lire  in  the  last  quarter  of  1945 
to  6'/4  billion  lire  in  the  first  half  of  1946,  while  ' 
average  monthly  exports  rose  during  the  same 
period  from  less  than  half  a  billion  lire  to  3.4  bil- 
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lion  lire  (all  data  in  terms  of  “present-day  lire,”  aid  is  certain,  and  admission  of  Italy  to  the  various 
i.e.  September  1946).  Further  trade  progress  ap-  international  economic  organizations,  such  as  the 
pears  possible  in  view  of  the  disappearance  of  Ger-  Bank  and  the  Fund,  is  desirable.  (5)  In  view  of  the 
man  and  Japanese  competition,  the  high  level  of  heavy  war  losses  of  current  production  and  capital 
world  demand,  the  relatively  intact  condition  of  assets,  a  number  of  economic  measures  of  a  simple 
Italy’s  industrial  plants,  and  the  likelihood  of  and  small-scale  character  as  well  as  thorough  politi- 
favorable  business  opinion  in  Italy,  if  the  peace  cal  and  administrative  reforms,  are  required  imme- 
settlement  conditions  are  not  too  harsh.  (4)  In  the  diately.  Italy’s  long-run  need  is  for  a  combination  of 
short  run  Italy’s  current  balance  of  payments  is  well-invested  international  development  loans,  par- 
likely  to  be  highly  adverse.  The  capacity  to  pay  any  ticipation  in  a  freer  system  of  international  trade, 
reparations  during  the  years  to  come  appears  to  be  and  a  positive  policy  based  on  fundamental  eco- 
highly  questionable  (unless  Italy  uses  foreign  loans  nomic  realities.  In  all  these  respects  it  will  be  wise 
for  this  purpose  directly  or  indirectly),  the  need  for  not  to  expect  too  much  too  soon,  and  yet  at  the 
continued  relief  and  considerable  reconstruction  same  time  not  to  despair  of  the  ultimate  outcome. 

The  Fulfillment  of  Reparations 

By  Ernest  Dale,  assisted  by  Clara  Wells 

A  strong  case  can  be  made  for  reparations  pay-  memorandum  to  the  Paris  peace  conference  to  be 

ments  by  Italy,  especially  on  the  part  of  smaller  as  follows:  (a)  contributions  to  the  United  Na- 

and  poorer  nations  which  suffered  heavily  from  tions  war  effort  through  the  services  rendered  by 
Fascist  aggression.  But  it  is  the  Italian  people  who  Italian  armed  forces  and  civilians,  prisoners’  work, 
are  made  to  pay  for  the  crimes  of  their  government,  and  costs  of  occupation  amounted  to  almost  100 

Delirant  reges,  plectuntur  Achivi.  That  is  inev-  billion  lire;  (b)  contributions  made  to  the  de- 

itable.  Nevertheless,  a  number  of  important  con-  velopment  of  Ethiopia  and  Albania  amounted  to 
siderations  must  be  taken  into  account  in  connec-  almost  25  billion  lire;  (c)  Italian  credit  claims 
tion  with  reparations.  on  Germany  were  estimated  at  65  billion  lire 

1.  The  claims  and  their  validity.  By  the  middle  and  the  damage  done  to  buildings  in  Italy  by 

of  September  1946  total  damage  claims  on  Italy  German  troops  was  17  billion  lire;  (d)  supplies 
had  exceeded  $25  billion.  Albania  formally  claimed  were  sent  by  Italy  to  occupied  countries;  (e)  the 
a  damage  per  head  of  population  of  about  $700,  value  of  Italian  property,  confiscated  by  United 
Greece  about  $500  (allegedly  $2,500)  per  head  of  Nations  countries  and  ceded  territories,  needs  to 
the  population;  these  sums  appear  to  be  larger  be  taken  into  account.  It  should  also  be  remem- 
than  the  prewar  per  capita  wealth  of  these  coun-  bered  that  most  of  the  damage  occurred  after  Italy 
tries.  Ethiopia,  Egypt  and  Yugoslavia  claimed  a  joined  the  United  Nations.  Even  allowing  for  ex- 
large  portion  of  their  per  capita  wealth,  more  or  aggeration  and  inaccurate  estimates  of  Italy’s  eco- 
only  a  little  less  than  their  annual  income.’  These  nomic  contributions  and  losses,  it  is  clear  that  they 
high  reparations  were  demanded  in  spite  of  the  are  substantial  in  relation  to  its  economic  strength, 
fact  that  a  substantial  proportion  of  the  damage  3.  Italian  payments.  In  view  of  some  of  the 
in  the  claimant  countries  was  caused  by  the  Ger-  above  considerations,  the  Italian  Economic  Corn- 
mans  (except  in  Ethiopia),  that  much  of  the  land  mission  decided  on  October  5,  1946  that  Yugo- 
was  not  permanently  damaged,  the  houses  are  at  slavia  and  Greece  should  get  $100  million  each, 
least  partly  intact,  and  some  already  repaired;  also,  Ethiopia  $25  million,  and  Albania  nothing.  In  ad- 
rehabilitation  payments  have  been  received  and  are  dition  there  is  an  approved  Russian  claim  for  $100 
likely  to  be  continued.  In  many  instances  the  actual  million,  and  an  accord  with  Egypt  to  deliver  $16.5 
damage  does  not  appear  to  have  been  properly  million  worth  of  goods  over  a  five-year  period, 
itemized  nor  checked  by  independent  experts.  This  would  make  a  total  of  Italian  reparations 

2.  Italian  contributions  were  estimated  (in  1939  around  $340  million,^  payment  of  which  is  to  be 
lire)  by  the  Italian  government  in  its  economic  supervised  by  an  international  commission.  It  will 

I.  To  these  claims  must  be  added  a  Russian  demand  for  2.  These  payments  are  subject  to  further  discussion  and  there 
Sioo  million  and  a  British  claim  for  Su'/r  billion.  It  should  may  be  more  chan^tes.  The  treatment  of  United  Nations  prop- 
be  noted,  however,  that  the  latter  represents  essentially  a  erty  damaged  or  destroyed  in  Italy  or  removed  abroad,  Italian 
counter-bargaining  claim  with  the  possible  aim  of  gaining  property  in  United  Nations  countries,  losses  of  United  Nations 
nominal  control  of  $40  million  worth  of  Italian  assets  in  the  firms  and  individuals  during  the  war,  Italian  claims  on  Gcr- 
United  Kingdom.  And  there  were  minor  claims  by  some  other  many,  include  some  of  the  demands  not  yet  settled.  Nor  is  the 
countries.  mode  and  period  of  payment  as  yet  fully  determined. 
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be  noted  that  payments  to  Russia,  Yugoslavia  and 
Greece  are  the  same  in  amount,  even  though  the 
absolute  and  especially  the  relative  damage  in¬ 
flicted  by  Italy  was  much  greater  in  Greece  and 
Yugoslavia  than  in  Russia. 

4.  Italy’s  capacity  to  pay.  Italy  could  finance  its 
reparations  payments  through  (a)  an  excess  of 
the  exported  value  of  goods  and  services  over  the 
imported  value  of  goods  and  services;  (b)  the 
transfer  of  capital  assets;  and  (c)  foreign  loans. 
No  third  country  is  likely  to  lend  money  for  rep¬ 
arations  payments.  However,  even  if  loans  arc 
made  for  domestic  reconstruction,  a  part  of  those 
loans  may  ultimately  be  used  to  enable  Italy  to 
meet  its  reparations  commitments.  There  may  re¬ 
sult  an  improvement  of  its  capacity  to  produce 
more  than  would  have  been  the  case  without  such 
foreign  loans.  Italy’s  foreign  assets  may  be  adequate 
to  meet  claims  of  some  of  those  countries  which 
have  asked  for  less  than  $50  million.  But  the  ma¬ 
jor  claims  could  be  met  only  by  an  excess  of  ex¬ 
ports  over  imports.  On  the  basis  of  Italy’s  prewar 
record  this  appears  unlikely  when  one  recalls 
Italy’s  continuously  adverse  balance  of  payments.^ 
In  view  of  the  economic  difficulties  described  above 
Italian  experts  envisage  the  continuation  of  an  ad¬ 
verse  balance  of  payments  running  into  several 
hundred  million  dollars  for  a  number  of  years,"* 
an  estimate  which  was  confirmed  by  British 
officials. 

It  was  perhaps  with  these  considerations  in  mind 
that  the  July  1946  draft  treaty  proposed  that  Rus¬ 
sian  reparations  be  met  by  Italy’s  current  pro¬ 
duction,  to  the  extent  that  Italian  assets  are  inade¬ 
quate  for  the  purpose,  and  over  a  period  of  seven 
years  from  the  date  of  signing  the  treaty.  This 
means  that  labor  services  are  to  be  rendered  by 

3.  Taking  account  of  all  foreign  payments  except  loans,  sales 
of  gold  and  foreign  shares,  Italy’s  average  annual  adverse  bal¬ 
ance  of  payments  from  1937  to  1939  was  i.i  billion  lire  (ap¬ 
proximately  $50  million).  Thus  even  though  total  reparations 
payments  may  comprise  10  per  cent  of  Italy’s  present  national 
income  or  less  than  i  per  cent  of  the  1938  national  income 
(if  payment  is  spread  over  five  years),  successful  “transfer” 
payments  in  foreign  exchange  by  Italy  are  unlikely  on  the  basis 
of  prewar  experience. 

4.  To  regain  even  the  low  prewar  standard  of  living  an 
Italian  source  estimated  that  65  billion  (1938)  lire  of  foreign 
loans,  and  165  billion  (1938)  lire  from  internal  savings  will 
be  requiretl  for  economic  reconstruction  which  may  take  ten 
years.  From  Libero  Lenti,  “Notes  on  the  Financing  of  a  Plan 
for  Fconomic  Reconstruction,"  Rtviita  Biincarta  (Milan), 
Fcbru.Try-Iune  1946. 


Italian  workers  in  Italian  factories  by  producing 
finished  articles  from  raw  materials  furnished  by 
Russia. 

Such  payment  in  kind  has  the  advantage  that 
the  particular  types  of  goods  required  by  the  claim¬ 
ants  can  generally  be  specified.  An  economy  like 
that  of  Russia  is  unlikely  to  be  upset  by  payment 
in  goods.  But  there  may  be  disadvantages,  the 
most  important  being  political  in  character.  An 
Italian  government,  if  forced  to  withhold  impor¬ 
tant  quantities  of  goods  from  its  people,  may  end 
at  the  hands  of  nationalistic  elements,  as  did  the 
Weimar  republic  in  Germany.  The  Italian  people 
may  become  more  closely  bound  to  the  claimant 
countries,  party  through  political  control  or  even 
through  collection  of  the  claims  by  force,  partly  be¬ 
cause  of  the  human,  tendency  to  admire  strength 
and  respect  success.  Italy’s  economy  may  also  be 
linked  more  closely  to  that  of  claimant  countries, 
which  are  likely  to  take  an  increasing  share  of 
Italy’s  exports  and  provide  more  of  its  imports. 
Trade  is  likely  to  “follow”  the  flag  and  established 
channels,  even  if  there  are  most-favored  nation 
agreements  for  eighteen  months  after  the  peace, 
although  apparently  these  may  end  before  Italian 
deliveries  to  Russia  begin.  In  as  far  as  bilateralism 
still  prevails,  the  benefits  of  international  trade 
may  thus  be  reduced  for  third  countries.  There  is 
also  a  possibility  that  Italian  reparations  may  be 
temporarily  dumped  elsewhere.  Through  repara¬ 
tions  claimants  may  obtain  some  goods  other¬ 
wise  imjwrted  from  other  countries;  and  claim¬ 
ants’  workers  may  be  released  for  the  production 
of  internationally  traded  goods,  if  there  is  mobility 
of  labor  and  capital  as  well  as  full  employment.’ 

In  view  of  all  these  considerations  it  may  be 
doubted  whether  during  the  coming  years  even 
payments  of  this  kind  would  be  in  accord  with 
the  July  1946  Italian  draft  treaty  which  specified 
that  payments  should  be  made  “in  such  a  way  as 
to  avoid  interference  with  the  economic  recon¬ 
struction  of  Italy  and  the  imposition  of  additional 
liabilities  on  other  Allied  or  Associated  Powers.” 

5.  The  more  widespread  use  of  Italian  labor  in  reconstructing 
the  claimants’  countries  was  also  advocated,  but  the  advcTK 
economic  effects  of  such  a  measure  may  be  similar  to  those 
described  in  connection  with  reparations  in  kind.  Italy  would 
lose  a  part  of  its  most  important  asset,  skilled  labor.  TTic  out¬ 
put  of  Italian  labor  in  different  surroundings  and  among  differ¬ 
ent  peoples  may  be  reduced  for  psychological  reasons. 
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